
 IAASB Main Agenda (September 2005) Page 2005·1717 Agenda Item 

  4-B.1 

Prepared by: James Gunn (August 2005)   Page 1 of 56 

Analysis of ISA 315 and Mapping Document 
1. Exhibit 1 sets out statements in ISA 315 that use the present tense to describe auditor actions, 

and the proposed treatment of whether the actions should be redrafted as a requirement, or 
redrafted to make clear that it is explanatory material. Paragraph references to extant ISA 315 
and to the redrafted ISA 315 (presented in Agenda Item 4-B) are provided. 

2. Exhibit 2 sets out extant ISA 315 and maps each of its paragraphs (which may have been 
reworded as necessary) to the redrafted ISA 315 (Agenda Item 4-B). The highlight material 
indicates sentences and paragraphs that are proposed to be deleted as part of the redrafting. An 
explanation of the proposed deletion and other comments are provided, where appropriate. 

Exhibit 1 
 
 

Para Existing Present Tense Statements Change 
to “shall” 

New 
Para 

Rationale and Comments 

 Risk Assessment Procedures and Sources of 
Information 

   

8 In addition, the auditor performs other audit procedures 
where the information obtained may be helpful in 
identifying risks of material misstatement. 

No - Not capable of reasonable 
measurement of performance / 
does not in of itself enhance 
consistency.  However, the 
extant requirement on risk 
assessment procedures has been 
changed to “should include…” 
to emphasize that the specified 
procedures are not 
comprehensive. See redrafted 
ISA 315.6. 

9 …In determining others within the entity to whom 
inquiries may be directed, and the extent of those 
inquiries, the auditor considers what information may 
be obtained that helps the auditor in identifying risks of 
material misstatement. 

Yes 6a Clarifies the extant requirement 
to inquire of others within the 
entity. 
 

10 In performing analytical procedures as risk assessment 
procedures, the auditor develops expectations about 
plausible relationships that are reasonably expected to 
exist. 
 
… Accordingly, the auditor considers the results of 
such analytical procedures along with other 
information gathered in identifying the risks of material 
misstatement. 

No 
 
 
 
 

No 

- 
 
 
 
 
- 

Explains how to perform an 
analytical procedure.  
 
 
Explains inherent limitation of 
use of analytical procedures as 
a risk assessment procedure. 
Further, it is unnecessary as this 
consideration is implicit to the 
auditor’s evaluation of audit 
evidence (see requirements in 
ISA 330 and 500)  

12 …The auditor makes inquiries and performs other 
appropriate audit procedures, such as walk-throughs of 
systems, to determine whether changes have occurred 
that may affect the relevance of such information 

No - Illustrates types of procedures 
to be carried out. Paraphrases 
existing requirement. 

13 When relevant to the audit, the auditor also considers 
other information such as that obtained from the 

Yes 7 Such consideration appears 
appropriate in a high quality 



Clarity 
IAASB Main Agenda (September 2005) Page 2005·1718 

Agenda Item 4-B.1 
Page 2 of 56 

auditor’s client acceptance or continuance process or, 
where practicable, experience gained on other 
engagements performed for the entity, for example, 
engagements to review interim financial information. 

audit. 

 Understanding the Entity and Its Environment    
23 The industry in which the entity operates may give rise 

to specific risks of material misstatement….In such 
cases, the auditor considers whether the engagement 
team includes members with sufficient relevant 
knowledge and experience. 

No - Reflects or paraphrases a 
requirement already established 
in ISA 220 (Revised). 

24 …The auditor considers whether local regulations 
specify certain financial reporting requirements for the 
industry in which the entity operates, since the 
financial statements may be materially misstated in the 
context of the applicable financial reporting 
framework… 

No - Local regulations and 
requirements are now 
considered an integral part of 
the financial reporting 
framework and are covered by 
the requirements of ISA 200.  

28 …The auditor also identifies financial reporting 
standards and regulations that are new to the entity and 
considers when and how the entity will adopt such 
requirements…. 
 
Where the entity has changed its selection of or method 
of applying a significant accounting policy, the auditor 
considers the reasons for the change and whether it is 
appropriate and consistent with the requirements of the 
applicable financial reporting framework. 

No 
 
 
 
 

Yes 

- 
 
 
 
 
10c 

Reflects the existing 
requirement to understand the 
applicable financial reporting 
framework.  
 
Understanding management’s 
reasons for a change in 
accounting policy and the 
appropriateness thereof is 
essential to the risk assessment. 

29 The auditor considers whether the entity has disclosed 
a particular matter appropriately in light of the 
circumstances and facts of which the auditor is aware 
at the time. 

No - Reflects the requirements of 
ISA 700 (Revised).  

39 …When the auditor intends to make use of the 
performance measures for the purpose of the audit (for 
example, for analytical procedures), the auditor 
considers whether the information related to 
management’s review of the entity’s performance 
provides a reliable basis and is sufficiently precise for 
such a purpose. If making use of performance 
measures, the auditor considers whether they are 
precise enough to detect material misstatements. 

Yes -  Essential in enhancing consistent 
and appropriate use of 
information obtained and 
achieving a high quality audit. 
 
For purposes of redrafting the 
ISAs, however, it is proposed 
that this new requirement (and 
its equivalent in extant para. 99) 
be placed as part of extant ISA 
500.11. See redrafted ISA 500.  
  

48 …It is a matter of the auditor’s professional 
judgment…whether a control, individually or in 
combination with others, is relevant to the auditor’s 
considerations in assessing the risks of material 
misstatement and designing and performing further 
procedures in response to assessed risks. In exercising 
that judgment, the auditor considers the circumstances, 
the applicable component and factors such as the 
following:  
• The auditor’s judgment about materiality  
• The size of the entity. 
• The nature of the entity’s business, including its 

 
 
 
 
 
 

No 

 
 
 
 
 
 
- 

 
 
 
 
 
 
Illustrate matters the auditor 
considers in exercising 
judgment. 
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organization and ownership characteristics. 
• The diversity and complexity of the entity’s 

operations. 
• Applicable legal and regulatory requirements. 
• The nature and complexity of the systems that are 

part of the entity’s internal control, including the use 
of service organizations.   

54 Obtaining an understanding of internal control involves 
evaluating the design of a control and determining 
whether it has been implemented….  
 
….The auditor considers the design of a control in 
determining whether to consider its implementation. 

Yes 
 
 
 

No 

13 
 
 
 
- 

Essential procedure in 
achieving the objective of the 
ISA. 
 
Explains how the [above new] 
requirement is conducted. 

63 The extent and nature of the risks to internal control 
vary depending on the nature and characteristics of the 
entity’s information system. Therefore in understanding 
internal control, the auditor considers whether the 
entity has responded adequately to the risks arising 
from the use of IT or manual systems by establishing 
effective controls. 

No - Explains how to carry out the 
existing requirement to 
understand how the entity has 
responded to the risks of IT.  
(Note: It is proposed to expand 
the extant requirement to 
understand the entity’s response 
to IT, to include manual systems 
– see redrafted ISA 315.14e) 

68 …In evaluating the design of the control environment 
and determining whether it has been implemented, the 
auditor understands how management, with the 
oversight of those charged with governance, has 
created and maintained a culture of honesty and ethical 
behavior, and established appropriate controls to 
prevent and detect fraud and error within the entity. 

Yes 14a Necessary to the performance 
of a high quality audit. 
Represents an essential 
procedure, set at the right level, 
in understanding the control 
environment.  

69 In evaluating the design of the entity’s control 
environment, the auditor considers the following 
elements and how they have been incorporated into the 
entity’s processes:  
(a) Communication and enforcement of integrity 

and ethical values—essential elements which 
influence the effectiveness of the design, 
administration and monitoring of controls. 

(b) Commitment to competence—management’s 
consideration of the competence levels for 
particular jobs and how those levels translate 
into requisite skills and knowledge. 

(c) Participation by those charged with 
governance—independence from management, 
their experience and stature, the extent of their 
involvement and scrutiny of activities, the 
information they receive, the degree to which 
difficult questions are raised and pursued with 
management and their interaction with internal 
and external auditors. 

(d) Management’s philosophy and operating style—
management’s approach to taking and managing 
business risks, and management’s attitudes and 
actions toward financial reporting, information 
processing and accounting functions and 

Yes 14a Given the proportionate 
importance of understanding 
the control environment to the 
objectives of the ISA, it would 
seem appropriate to specify the 
elements that need to be 
considered. Including a 
requirement to consider each of 
the elements (i.e., the headings 
of (a)-(g)) would appear to be 
no different from the 
specification of the control 
components. 
 
[Note: An alternative view may 
be taken that the proposed new 
“should” statement from para. 
68 (above) set the expectation 
at the right level, and that a 
requirement to consider each 
element in para. 69 may be too 
prescriptive and thereby result 
in a check-list approach to 
fulfilling the new requirement of 
para. 68.  
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personnel. 
(e) Organizational structure—the framework within 

which an entity’s activities for achieving its 
objectives are planned, executed, controlled and 
reviewed. 

(f) Assignment of authority and responsibility—
how authority and responsibility for operating 
activities are assigned and how reporting 
relationships and authorization hierarchies are 
established. 

(g) Human resource policies and practices—
recruitment, orientation, training, evaluating, 
counseling, promoting, compensating and 
remedial actions. 

 

 
The IAASB is asked to advise 
on the recommended 
treatment.]  

70 In understanding the control environment elements, the 
auditor also considers whether they have been 
implemented…  
 
 
…Ordinarily, the auditor obtains relevant audit 
evidence through a combination of inquiries and other 
risk assessment procedures, for example, corroborating 
inquiries through observation or inspection of 
documents.  
 
…The auditor determines whether controls have been 
implemented by considering, for example, whether 
management has established a formal code of conduct 
and whether it acts in a manner that supports the code 
or condones violations of, or authorizes exceptions to 
the code. 

No 
 
 
 
 
 

No 
 
 
 
 

No 

- 
 
 
 
 
 
- 
 
 
 
 
- 

Repeats proposed new 
requirement – see para. 54 
above. 
 
 
 
Illustrative in nature. 
 
 
 
 
Illustrative in nature. 

72 In understanding the design of the control environment, 
the auditor considers such matters as the independence 
of the directors and their ability to evaluate the actions 
of management. The auditor also considers whether 
there is an audit committee that understands the entity’s 
business transactions and evaluates whether the 
financial statements give a true and fair view (or are 
presented fairly, in all material respects) in accordance 
with the applicable financial reporting framework. 

No - Illustrative in nature. Further, a 
requirement for the auditor to 
consider the independence of 
directors and the existence of 
an audit committee may not be 
applicable in all jurisdictions. 

73 …The auditor’s evaluation of the design of the entity’s 
control environment includes considering whether the 
strengths in the control environment elements 
collectively provide an appropriate foundation for the 
other components of internal control, and are not 
undermined by control environment weaknesses. 

Yes 14a Essential procedure in 
achieving the objective of the 
ISA. 
 

77 In evaluating the design and implementation of the 
entity’s risk assessment process, the auditor determines 
how management identifies business risks relevant to 
financial reporting, estimates the significance of the 
risks, assesses the likelihood of their occurrence, and 
decides upon actions to manage them. 

Yes 14b Additional specificity in the 
elements of the auditor’s 
evaluation would assist 
consistency in practice. 
Clarifies extant requirement in 
para. 76. 
 

78 The auditor inquires about business risks that Yes 14b Essential procedure in 
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management has identified and considers whether they 
may result in material misstatement.  
 
During the audit, the auditor may identify risks of 
material misstatement that management failed to 
identify. In such cases, the auditor considers whether 
there was an underlying risk of a kind that should have 
been identified by the entity’s risk assessment process, 
and if so, why that process failed to do so and whether 
the process is appropriate to its circumstances. If, as a 
result, the auditor judges that there is a material 
weakness in the entity’s risk assessment process, the 
auditor communicates to those charged with 
governance as required by paragraph 120.  
 
 

 
 
 
 

No 

 
 
 
 
- 

achieving the objective of the 
ISA. 
 
 
Reflects the extant 
requirements in para. 120. 

79 In a smaller entity, management may not have a formal 
risk assessment process as described in paragraph 76. 
For such entities, the auditor discusses with 
management how risks to the business are identified by 
management and how they are addressed. 

No - Explains the application of an 
existing requirement. 

82 In obtaining this understanding, the auditor considers 
the procedures used to transfer information from 
transaction processing systems to general ledger or 
financial reporting systems.  
 
The auditor also understands the entity’s procedures to 
capture information relevant to financial reporting for 
events and conditions other than transactions, such as 
the depreciation and amortization of assets and changes 
in the recoverability of accounts receivables. 
 

Yes 
 
 
 
 

No 

14c 
 
 
 
 
- 

Considering how information is 
transferred to the G/L appears 
important in a high quality 
audit. 
 
Repeats, and provides an 
example of, the extant 
requirement in para. 81. 

86 In obtaining an understanding, the auditor considers 
risks of material misstatement associated with 
inappropriate override of controls over journal entries 
and the controls surrounding non-standard journal 
entries.  
 
 
 
…Furthermore, the auditor maintains an awareness that 
when IT is used to transfer information automatically, 
there may be little or no visible evidence of such 
intervention in the information systems. 

Yes 
 
 
 
 
 
 
 

No 

14c 
 
 
 
 
 
 
 
- 

Important in a high quality 
audit, and also assist in 
establishing a ‘hook’ for the 
“should” statement of para. 76 
in extant ISA 240. 
 
Explanatory in nature. 

87 The auditor also understands how the incorrect 
processing of transactions is resolved… 

Yes 14c Important in a high quality 
audit and in obtaining an 
understanding of the entity’s 
business processes. 

88 The auditor obtains an understanding of the entity’s 
information system relevant to financial reporting in a 
manner that is appropriate to the entity’s 
circumstances. This includes obtaining an 
understanding of how transactions originate within the 
entity’s business processes. 

No - Explains how to carry out the 
extant requirement in para. 81. 

89 The auditor’s understanding of communication Yes 14d Essential to a high quality 
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pertaining to financial reporting matters also includes 
communications between management and those 
charged with governance, particularly the audit 
committee, as well as external communications such as 
those with regulatory authorities. 

audit. 

92 The auditor considers the knowledge about the 
presence or absence of control activities obtained from 
the understanding of the other components of internal 
control in determining whether it is necessary to devote 
additional attention to obtaining an understanding of 
control activities. In considering whether control 
activities are relevant to the audit, the auditor considers 
the risks the auditor has identified that may give rise to 
material misstatement… 

No - Explanatory in nature. 

93 The use of IT affects the way that control activities are 
implemented. The auditor considers whether the entity 
has responded adequately to the risks arising from IT 
by establishing effective general IT-controls and 
application controls. 

No - Explains how to carry out the 
existing requirement to 
understand how the entity has 
responded to the risks of IT. 

99 …The auditor obtains an understanding of the sources 
of the information related to the entity’s monitoring 
activities, and the basis upon which management 
considers the information to be sufficiently reliable for 
the purpose.  
 
When the auditor intends to make use of the entity’s 
information produced for monitoring activities, such as 
internal auditor’s reports, the auditor considers whether 
the information provides a reliable basis and is 
sufficiently detailed for the auditor’s purpose. 

Yes 
 
 
 
 
 

Yes 

14f 
 
 
 
 
 
- 

Essential in obtaining an 
appropriate understanding of 
the design of monitoring 
activities as a component of 
internal control. 
 
See comment on extant para. 39 
above.  

 Assessing the Risks of Material Misstatements    
100 …For this purpose, the auditor: 

• Identifies risks throughout the process of obtaining 
an understanding of the entity and its environment, 
including relevant controls that relate to the risks, 
and by considering the classes of transactions, 
account balances, and disclosures in the financial 
statements; 

• Relates the identified risks to what can go wrong 
at the assertion level; 

• Considers whether the risks are of a magnitude 
that could result in a material misstatement of the 
financial statements; and 

• Considers the likelihood that the risks could result 
in a material misstatement of the financial 
statements. 

Yes 16 Additional specificity in the 
elements of the auditor’s risk 
assessment process would assist 
consistency in practice. 
Clarifies extant requirement in 
para. 100. 

101 The auditor uses information gathered by performing 
risk assessment procedures, including the audit 
evidence obtained in evaluating the design of controls 
and determining whether they have been implemented, 
as audit evidence to support the risk assessment. The 
auditor uses the risk assessment to determine the 
nature, timing, and extent of further audit procedures to 
be performed. 

No - Explanatory in nature. 
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102 The auditor determines whether the identified risks of 
material misstatement relate to specific classes of 
transactions, account balances, and disclosures and 
related assertions, or whether they relate more 
pervasively to the financial statements as a whole and 
potentially affect many assertions. 

No - Reflect, and explains further, 
the extant requirements in para. 
100. Primarily explanatory in 
nature in how to carry out that 
requirement. 

104 ….Generally, the auditor gains an understanding of 
controls and relates them to assertions in the context of 
processes and systems in which they exist. 

No - Explanatory in nature. 

107 The auditor’s understanding of internal control may 
raise doubts about the auditability of an entity’s 
financial statements… … In such circumstances, the 
auditor considers a qualification or disclaimer of 
opinion, but in some cases the auditor’s only recourse 
may be to withdraw from the engagement 

 
 
 
 

No 

 
 
 
 
- 

 
 
 
 
Reflects the requirements of 
ISA 701. 

109 The determination of significant risks, which arise on 
most audits, is a matter for the auditor’s professional 
judgment. In exercising this judgment, the auditor 
excludes the effect of identified controls related to the 
risk to determine whether the nature of the risk, the 
likely magnitude of the potential misstatement 
including the possibility that the risk may give rise to 
multiple misstatements, and the likelihood of the risk 
occurring are such that they require special audit 
consideration….  
 
In considering the nature of the risks, the auditor 
considers a number of matters, including the following: 
• Whether the risk is a risk of fraud. 
• Whether the risk is related to recent significant 

economic, accounting or other developments and, 
therefore, requires specific attention. 

• The complexity of transactions. 
• Whether the risk involves significant transactions 

with related parties. 
• The degree of subjectivity in the measurement of 

financial information related to the risk especially 
those involving a wide range of measurement 
uncertainty. 

• Whether the risk involves significant transactions 
that are outside the normal course of business for 
the entity, or that otherwise appear to be unusual. 

Yes 
 
 
 
 
 
 
 
 
 

Yes 

18 
 
 
 
 
 
 
 
 
 
19 

Clarifying that the auditor 
excludes the effect of identified 
controls related to the risk is 
essential to a consistent 
determination of significant 
risks.  Remainder of the 
sentence is repetitive of 
proposed new para. 16. 
 
 
Essential to a consistent 
determination of significant 
risks. 

113 Therefore, the auditor’s understanding of whether the 
entity has designed and implemented controls for such 
significant risks includes whether and how 
management responds to the risks and whether control 
activities such as a review of assumptions by senior 
management or experts, formal processes for 
estimations or approval by those charged with 
governance have been implemented to address the 
risks. 

No - Illustrative in nature.  

114 If management has not appropriately responded by 
implementing controls over significant risks and if, as a 
result, the auditor judges that there is a material 

No 
 
 

- 
 
 

Cross references to existing 
requirement in para. 120. 
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weakness in the entity’s internal control, the auditor 
communicates this matter to those charged with 
governance as required by paragraph 120.  
 
…In these circumstances, the auditor also considers the 
implications for the auditor’s risk assessment. 
 

 
 
 
 

No 

 
 
 
 
- 

 
 
 
 
Reflects the extant requirement 
in ISA 330.66. 

119 …In circumstances where the auditor obtains audit 
evidence from performing further audit procedures that 
tends to contradict the audit evidence on which the 
auditor originally based the assessment, the auditor 
revises the assessment and modifies the further planned 
audit procedures accordingly… 

Yes 22 Important step in light of the 
cumulative and iterative nature 
of the audit process. 

121 If the auditor identifies risks of material misstatement 
which the entity has either not controlled, or for which 
the relevant control is inadequate, or if in the auditor’s 
judgment there is a material weakness in the entity’s 
risk assessment process, then the auditor includes such 
internal control weaknesses in the communication of 
audit matters of governance interest. 

Yes 4c and 
23 

See definition of material 
weakness, which would be 
reported to those charged with 
governance by virtue of extant 
para. 120. 
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Other Statements  
 

 Observation and Inspection    
11 Such audit procedures ordinarily include…Tracing 

transactions through the information system relevant 
to financial reporting (walk-throughs). 

Yes 6c Specifying ‘walk-throughs’ as a 
specific element of the 
“observation and inspection” 
risk assessment procedure 
would give emphasis to such 
procedures. 

 Discussion Among the Engagement Team    
16 …The discussion also addresses application of the 

applicable financial reporting framework to the 
entity’s facts and circumstances. 

Yes 9 Appears to be an important 
clarification to the scope of 
matters discussed by the 
engagement team 

17 …The key members of the engagement team are 
ordinarily involved in the discussion; however, it is 
not necessary for all team members to have a 
comprehensive knowledge of all aspects of the audit. 

Yes 9 Appears to be an important 
clarification in terms of those to 
be involved in the discussion. 

19 …there may be further discussions in order to 
facilitate the ongoing exchange of information 
between engagement team members….The purpose 
is for engagement team members to communicate 
and share information…that may affect the 
assessment of the risks of material misstatement due 
to fraud or error 

Yes 9 Appears to be an important 
clarification to the required 
discussions among the 
engagement team 

 Internal Control    
55 …. Inquiry alone is not sufficient to evaluate the 

design of a control relevant to an audit and 
determine whether it has been implemented 

Yes 13 Clarifying that “inquiry alone is 
not sufficient” is considered to 
be sufficiently important to the 
standard in terms of conveying 
the expected level of 
performance by the auditor. 
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 re
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r t
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l s
ta

te
m

en
t a

nd
 a

ss
er

tio
n 

le
ve

ls 
ba

se
d 

on
 a

n 
ap

pr
op

ria
te

 u
nd

er
st

an
di

ng
 o

f t
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 c
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 d
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 d

es
ig

n 
an

d 
pe

rf
or

m
 fu

rth
er

 a
ud

it 
pr

oc
ed

ur
es

 w
ho

se
 n

at
ur
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 re
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 b
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 p
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f m
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t d
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r’s
 

R
es

po
ns

ib
ili

ty
 to

 C
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t p
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ro
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 p
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e 
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 c
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s d
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l m
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 c
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 o
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 c
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f m
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l m
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e 
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f 
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l m
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 b
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 c
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ra
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at
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t c
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e 

si
gn

ifi
ca

nc
e 

an
d 

lik
el

ih
oo

d 
of

 th
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t r
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s r
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 c
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 c
on

tro
l a

ct
iv

iti
es

, 
ov

er
 su

ch
 ri

sk
s a

nd
 d
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r c
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 m
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 m
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C

on
si
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 o
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f f
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t d
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n 
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 b
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 c
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r c
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 p
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 re
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 m
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s p
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 b
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at
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 d
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at
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 d
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t p
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 p
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f c
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 c
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s b
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 d
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at
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e 
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d 

re
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qu
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m
en

ts
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n 
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in

e 
th

e 
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le
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l r
ep

or
tin

g 
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ew
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k 
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 b

e 
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ed
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y 
m
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en
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n 
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ep
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g 
th

e 
en
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in
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em

en
ts
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n 

m
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t c
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, t

he
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pp
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ab
le

 fi
na
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l r
ep

or
tin

g 
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am
ew

or
k 
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 b
e 

th
at
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f t
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tit
y 

is
 re
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e 
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en

tit
y 
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 c
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m
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f t
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 b
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l f
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 c
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e 
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e 
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tit
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s c
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l p
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 p
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th
er
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xa
m

pl
e,

 
th

e 
en

tit
y’

s c
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 d
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l r
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 b
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 m
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g 
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t f

ai
ls

 to
 p

re
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at
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en
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w
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tio
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T
he

 a
ud

ito
r 

sh
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ld
 o

bt
ai

n 
an

 u
nd

er
st

an
di

ng
 o

f t
he

 n
at

ur
e 

of
 th

e 
en

tit
y.

 T
he

 n
at

ur
e 

of
 a

n 
en

tit
y 

re
fe

rs
 to

 th
e 

en
tit

y’
s 

op
er

at
io

ns
, i

ts
 o

w
ne

rs
hi

p 
an

d 
go

ve
rn

an
ce

, t
he

 ty
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s o
f i
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tm
en

ts
 th

at
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 m

ak
in

g 
an

d 
pl

an
s t

o 
m
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e,

 th
e 

w
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 th
e 

en
tit

y 
is

 st
ru
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ur

ed
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nd
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ow
 it

 is
 fi
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ed
. A

n 
un

de
rs

ta
nd

in
g 
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 th

e 
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tu
re

 o
f a

n 
en

tit
y 

en
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s t
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ud
ito

r t
o 
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de
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nd
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e 
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an
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 b
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d 
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at
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Th
e 
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m
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e 
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m
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e 
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s o

r o
th

er
 c
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nt
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n 

m
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le
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tio
ns
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n 
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 th
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es

 o
f c
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at

io
n 
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 c
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 th
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e 
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e 
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f m
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at
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n 
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 b
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m

pa
irm
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t; 

w
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m
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ve
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d 
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e 
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d 
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.  
 

A
21

 
N

ot
e:

 
Pa

ra
gr

ap
h 

ha
s 

be
en

 
re

dr
af

te
d.

 

27
. 

A
n 

un
de

rs
ta

nd
in

g 
of

 th
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th
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 p
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e 
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 d
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m
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w

he
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T
he

 a
ud

ito
r 

sh
ou

ld
 o

bt
ai

n 
an

 u
nd

er
st

an
di

ng
 o

f t
he

 e
nt

ity
’s

 se
le

ct
io

n 
an

d 
ap

pl
ic

at
io

n 
of

 a
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ou
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in
g 
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ie
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er
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he

th
er
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r 
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 c
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si

st
en

t w
ith
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e 
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ic
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le
 fi
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l r

ep
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g 
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am

ew
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k 
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co
un
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g 
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d 
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.  

 
Th

e 
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de
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ta
nd

in
g 

en
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m
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es

 th
e 

m
et
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ds

 th
e 

en
tit

y 
us

es
 to

 a
cc

ou
nt

 fo
r s

ig
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fic
an

t a
nd

 u
nu

su
al

 tr
an

sa
ct

io
ns

; t
he

 e
ffe

ct
 o

f 
si

gn
ifi

ca
nt

 a
cc

ou
nt

in
g 

po
lic

ie
s i

n 
co

nt
ro

ve
rs

ia
l o

r e
m
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ng
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 fo
r w

hi
ch

 th
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e 
is

 a
 la

ck
 o

f a
ut

ho
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at
iv

e 
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r 
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en
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 a
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 c
ha
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 th

e 
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ou
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g 
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ie
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s f
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 W
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e 
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s c
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r m
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 th
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r c
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f m
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l m
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at
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m

en
t, 

an
d 
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en
t o
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l s
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m
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xa
m
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 c
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T
he

 a
ud

ito
r 

sh
ou

ld
 o

bt
ai

n 
an

 u
nd

er
st

an
di

ng
 o

f t
he

 e
nt

ity
’s

 o
bj

ec
tiv

es
 a

nd
 st

ra
te

gi
es

, a
nd

 th
e 

re
la

te
d 

bu
si

ne
ss

 r
is

ks
 th

at
 

m
ay

 r
es

ul
t i

n 
m

at
er

ia
l m

is
st

at
em

en
t o

f t
he

 fi
na

nc
ia

l s
ta

te
m

en
ts

.  
 Th

e 
en

tit
y 

co
nd

uc
ts

 it
s b

us
in

es
s i

n 
th

e 
co

nt
ex

t o
f i

nd
us

try
, r

eg
ul

at
or

y 
an

d 
ot

he
r i

nt
er

na
l a

nd
 e

xt
er

na
l f

ac
to

rs
. T

o 
re

sp
on

d 
to

 
th

es
e 

fa
ct

or
s, 

th
e 

en
tit

y’
s m

an
ag

em
en

t o
r t

ho
se

 c
ha
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ed

 w
ith

 g
ov

er
na

nc
e 

de
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e 
ob

je
ct

iv
es

, w
hi

ch
 a

re
 th

e 
ov

er
al

l p
la

ns
 fo

r t
he

 
en

tit
y.

 S
tra

te
gi

es
 a

re
 th

e 
op

er
at

io
na

l a
pp

ro
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he
s b

y 
w

hi
ch

 m
an

ag
em

en
t i

nt
en

ds
 to

 a
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ie
ve

 it
s o

bj
ec

tiv
es

.  
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s r
is
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lt 

fr
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 si
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ca

nt
 c
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di

tio
ns

, e
ve
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s, 
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um
st
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tio
ns

 o
r i
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ct
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ns

 th
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 c
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ld
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er

se
ly

 a
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 th
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en
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y 

to
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ie

ve
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s o
bj

ec
tiv
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 a

nd
 e

xe
cu

te
 it

s s
tra

te
gi

es
, o

r t
hr

ou
gh

 th
e 

se
tti

ng
 o

f i
na

pp
ro

pr
ia

te
 o

bj
ec

tiv
es

 a
nd

 
st

ra
te
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es

.  
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o 
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B
us
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 b
ro
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er

 th
an

 th
e 
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k 
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 m

at
er

ia
l m
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st

at
em

en
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f t
he

 fi
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l s
ta

te
m
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, t
ho

ug
h 

it 
in

cl
ud

es
 th

e 
la

tte
r. 
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a 
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r c
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T
he

 a
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ito
r 
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n 
an
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st

an
di

ng
 o

f i
nt

er
na

l c
on

tr
ol
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el

ev
an

t t
o 

th
e 

au
di

t. 
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e 

au
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r u

se
s t
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di
ng

 o
f i

nt
er
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l c
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tro

l t
o 
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en
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y 
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s o
f p
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l m
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en
ts

, c
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de

r f
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ct
 

th
e 
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at
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l m
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st

at
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en
t, 
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d 
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 th

e 
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in
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 e
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en
t o

f f
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th
er
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it 
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l c
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tro
l 
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le
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di
t i

s d
is
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 b
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de

pt
h 

of
 th
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 d
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r p
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bo
ut
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tin
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iv
en
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 o
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pe
ra

tio
ns
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nd

 c
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w
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l c
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 d
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im
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 c
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A
, c
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m
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ne
nt

s:
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Th
e 

co
nt

ro
l e

nv
iro

nm
en

t. 
(b

) 
Th

e 
en

tit
y’

s r
is

k 
as

se
ss

m
en

t p
ro

ce
ss

. 
(c

) 
Th

e 
in

fo
rm

at
io

n 
sy

st
em

, i
nc

lu
di

ng
 th

e 
re

la
te

d 
bu

si
ne

ss
 p

ro
ce

ss
es

, r
el

ev
an

t t
o 

fin
an

ci
al

 re
po

rti
ng

, a
nd

 c
om

m
un

ic
at

io
n.

 
(d

) 
C

on
tro

l a
ct

iv
iti

es
. 

(e
) 

M
on

ito
rin

g 
of

 c
on

tro
ls

. 
A

pp
en

di
x 

2 
co

nt
ai

ns
 a

 d
et
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le

d 
di
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us

si
on

 o
f t
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te
rn

al
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tro

l c
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l c
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 c
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 d
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l c
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e 
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 d
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d 
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 c
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  A
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r’s

 p
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y 
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at
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 h
ow
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 sp
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c 
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ro

l p
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ve
nt

s, 
or

 d
et
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 a
nd

 c
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s, 
m

at
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l 

m
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st
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em
en
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 c
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f t
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ns
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nt
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an

ce
s, 
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 d
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ur

es
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nd
 th
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r r
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ed
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tio
ns
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at
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si
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at
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 c
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 d
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 d
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l c
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l, 
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d 

th
ei
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n 
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A

, p
ro

vi
de

d 
al

l t
he

 c
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A
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re

ss
ed
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Th
e 

w
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 c
on

tro
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s d
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d 
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d 
im
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en
te

d 
va

rie
s w
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n 
en

tit
y’

s s
iz

e 
an
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co

m
pl

ex
ity

.  
    

   
   

 S
pe

ci
fic

al
ly

, s
m

al
le

r e
nt

iti
es

 m
ay

 u
se

 le
ss

 fo
rm

al
 m
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ns

 a
nd

 si
m

pl
er

 p
ro

ce
ss

es
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nd
 p

ro
ce

du
re

s t
o 

ac
hi

ev
e 

th
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r o
bj

ec
tiv

es
. F

or
 

ex
am

pl
e,

 sm
al

le
r e

nt
iti

es
 w
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iv

e 
m

an
ag

em
en

t i
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ol
ve

m
en

t i
n 

th
e 

fin
an

ci
al

 re
po

rti
ng
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ro

ce
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 m
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ot
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e 
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e 
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ns
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nt

in
g 
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r d
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w
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s. 
Fo
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e 
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 p
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y 

sm
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l e
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 m
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 p
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 fu
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tio
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er
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ld
 b

e 
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s b
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gi
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 c
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s 
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tro

l. 
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e 
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m
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nt
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na

l c
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 d
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w
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 p
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n 
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t p
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 p
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g 
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at
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l 
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d 
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ir 
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 p

re
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m
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l r
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w
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e 
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an
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 re
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ng
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m
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k 
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 g
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e 
to

 a
 m

at
er

ia
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at
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e 
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an
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at
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 m
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f t
he

 a
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r’s

 p
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m
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, w
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 c
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in
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r 

in
 c
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n 
w
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va
nt
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r’s
 c
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si
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tio
ns

 in
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ng
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e 
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ks
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f m

at
er
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st

at
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en
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nd
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si
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g 
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pe
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m
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g 
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 p
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du
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th
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m
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t, 
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to
r c
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rc
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 c
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ne
nt

 a
nd

 fa
ct

or
s s

uc
h 

as
 th

e 
fo

llo
w

in
g:

 
• 

Th
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m
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bo

ut
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e 
si
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ud
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at
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p 
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C
on

tro
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 o
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r t
he

 c
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pl
et

en
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s a
nd

 a
cc

ur
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y 
of

 in
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rm
at

io
n 

pr
od
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ed

 b
y 

th
e 

en
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y 
m

ay
 a
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o 
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 re
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va

nt
 to

 th
e 
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di

t i
f t

he
 

au
di

to
r i

nt
en

ds
 to

 m
ak

e 
us

e 
of

 th
e 

in
fo

rm
at

io
n 

in
 d

es
ig

ni
ng

 a
nd

 p
er

fo
rm

in
g 

fu
rth

er
 p

ro
ce

du
re

s. 
Th

e 
au

di
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r’s
 p

re
vi

ou
s 

ex
pe

rie
nc

e 
w

ith
 th

e 
en

tit
y 

an
d 

in
fo
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io
n 
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in
ed
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 u
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er

st
an

di
ng

 th
e 
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an

d 
its

 e
nv
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en
t a

nd
 th
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ho
ut

 th
e 
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t 
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s t
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ud
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 c
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rth

er
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 c
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e 
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ts
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s p
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e 
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to
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pe
ra
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 c
om

pl
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 to
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n 
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y 
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in
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 d
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e 
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r e
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n 
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 c
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 p
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 d
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a 
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at
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 p
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, p
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 c
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 d
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 re
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r m
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 b
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 c
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, p
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l d
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 p
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 c
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r d
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at
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 p
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s p
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 b
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r p
ro

gr
am

s t
ha

t a
re

 in
ac

cu
ra

te
ly

 p
ro

ce
ss

in
g 

da
ta

, p
ro

ce
ss

in
g 

in
ac

cu
ra

te
 d
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 d
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 c
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t t
ra
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s m
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 c
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s p
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s b
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 d
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 c
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 c
ha

ng
es

 to
 sy

st
em

s o
r p

ro
gr

am
s. 

• 
Fa

ilu
re

 to
 m

ak
e 

ne
ce

ss
ar

y 
ch

an
ge

s t
o 

sy
st

em
s o

r p
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f d
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s d
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su
al

 o
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g 
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 d
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 c
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 c
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 c
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 c
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l c
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 c
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 m
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 b
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 b
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C
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e 
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c 
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m
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e 
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 c
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y 
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e 
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 c
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at

io
n 
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. T
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er
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di
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 c
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l, 
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e 
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r c
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e 
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e 
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g 
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e 
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e 
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m

s b
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In
te

rn
al

 c
on

tro
l, 

no
 m
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te

r h
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el

l d
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d 
an

d 
op

er
at

ed
, c

an
 p
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de
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n 
en

tit
y 

w
ith
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y 
re
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on

ab
le
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ss

ur
an

ce
 a
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ut

 
ac

hi
ev

in
g 

th
e 

en
tit

y’
s f

in
an
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al

 re
po

rti
ng
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m
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ed
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y 
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 c
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re
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an
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n 
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g 
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n 
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al

 c
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l c
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au
se
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um
an
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s, 
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e 
er
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r m
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s. 
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m
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tit
y’

s 
in

fo
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at
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t c
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 p

ro
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 c
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s f
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f p
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 b
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 d
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 c
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 b
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 p
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at
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r m
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 c
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f p
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. D
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 c
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 c
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l c
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s m
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 b
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 c
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 d
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 c
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in
es

s r
is

k 
m

ig
ht

 b
e,

 fo
r e

xa
m

pl
e,

 in
co

m
pl

et
e 

or
 im

pr
op

er
 

im
pl

em
en

ta
tio

n,
 o

r i
nc

re
as

ed
 c

os
ts

) 
– 

R
eg

ul
at

or
y 

re
qu

ire
m

en
ts

 (a
 p

ot
en

tia
l r

el
at

ed
 b

us
in

es
s r

is
k 

m
ig

ht
 b

e,
 fo

r e
xa

m
pl

e,
 th

at
 th

er
e 

is
 in

cr
ea

se
d 

le
ga

l e
xp

os
ur

e)
 

– 
C

ur
re

nt
 a

nd
 p

ro
sp

ec
tiv

e 
fin

an
ci

ng
 re

qu
ire

m
en

ts
 (a

 p
ot

en
tia

l r
el

at
ed

 b
us

in
es

s r
is

k 
m

ig
ht

 b
e,

 fo
r e

xa
m

pl
e,

 th
e 

lo
ss

 o
f 

fin
an

ci
ng

 d
ue

 to
 th

e 
en

tit
y’

s i
na

bi
lit

y 
to

 m
ee

t r
eq

ui
re

m
en

ts
) 

– 
U

se
 o

f I
T 

(a
 p

ot
en

tia
l r

el
at

ed
 b

us
in

es
s r

is
k 

m
ig

ht
 b

e,
 fo

r e
xa

m
pl

e,
 th

at
 sy

st
em

s a
nd

 p
ro

ce
ss

es
 a

re
 in

co
m

pa
tib

le
) 

• 
Ef

fe
ct

s o
f i

m
pl

em
en

tin
g 

a 
st

ra
te

gy
, p

ar
tic

ul
ar

ly
 a

ny
 e

ffe
ct

s t
ha

t w
ill

 le
ad

 to
 n

ew
 a

cc
ou

nt
in

g 
re

qu
ire

m
en

ts
 (a

 p
ot

en
tia

l r
el

at
ed

 
bu

si
ne

ss
 ri

sk
 m

ig
ht

 b
e,

 fo
r e

xa
m

pl
e,

 in
co

m
pl

et
e 

or
 im

pr
op

er
 im

pl
em

en
ta

tio
n)

 
M

EA
SU

RE
M

EN
T 

AN
D

 R
EV

IE
W

 O
F 

TH
E 

EN
TI

TY
’S

 F
IN

AN
C

IA
L 

PE
RF

O
RM

AN
C

E 
Ex

am
pl

es
 o

f m
at

te
rs

 a
n 

au
di

to
r m

ay
 c

on
si

de
r i

nc
lu

de
 th

e 
fo

llo
w

in
g:

 
• 

K
ey

 ra
tio

s a
nd

 o
pe

ra
tin

g 
st

at
is

tic
s 

• 
K

ey
 p

er
fo

rm
an

ce
 in

di
ca

to
rs

 
• 

Em
pl

oy
ee

 p
er

fo
rm

an
ce

 m
ea

su
re

s a
nd

 in
ce

nt
iv

e 
co

m
pe

ns
at

io
n 

po
lic

ie
s 

• 
Tr

en
ds

 
• 

U
se

 o
f f

or
ec

as
ts

, b
ud

ge
ts

 a
nd

 v
ar

ia
nc

e 
an

al
ys

is
 

• 
A

na
ly

st
 re

po
rts

 a
nd

 c
re

di
t r

at
in

g 
re

po
rts

 
• 

C
om

pe
tit

or
 a

na
ly

si
s 

• 
Pe

rio
d-

on
-p

er
io

d 
fin

an
ci

al
 p

er
fo

rm
an

ce
 (r

ev
en

ue
 g

ro
w

th
, p

ro
fit

ab
ili

ty
, l

ev
er

ag
e)
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de
le

te
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Pa

ge
 4

9 
of

 5
6 

A
pp

en
di

x 
2:

 In
te

rn
al

 C
on

tr
ol

 C
om

po
ne

nt
s 

1.
 

A
s s

et
 o

ut
 in

 p
ar

ag
ra

ph
 9

 o
f I

SA
 3

15
 a

nd
 d

es
cr

ib
ed

 in
 p

ar
ag

ra
ph

s A
62

-A
90

, i
nt

er
na

l c
on

tro
l c

on
si

st
s o

f t
he

 fo
llo

w
in

g 
co

m
po

ne
nt

s:
  

(a
) 

Th
e 

co
nt

ro
l e

nv
iro

nm
en

t; 

(b
) 

Th
e 

en
tit

y’
s r

is
k 

as
se

ss
m

en
t p

ro
ce

ss
;  

(c
) 

Th
e 

in
fo

rm
at

io
n 

sy
st

em
, i

nc
lu

di
ng

 th
e 

re
la

te
d 

bu
si

ne
ss

 p
ro

ce
ss

es
, r

el
ev

an
t t

o 
fin

an
ci

al
 re

po
rti

ng
, a

nd
 c

om
m

un
ic

at
io

n;
  

(d
) 

C
on

tro
l a

ct
iv

iti
es

; a
nd

  

(e
) 

M
on

ito
rin

g 
of

 c
on

tro
ls

.  
 Th

is
 a

pp
en

di
x 

fu
rth

er
 e

xp
la

in
s t

he
 a

bo
ve

 c
om

po
ne

nt
s a

s t
he

y 
re

la
te

 to
 a

 fi
na

nc
ia

l s
ta

te
m

en
t a

ud
it.

 

C
O

N
TR

O
L 

EN
VI

RO
N

M
EN

T 

2.
 

Th
e 

co
nt

ro
l e

nv
iro

nm
en

t i
nc

lu
de

s t
he

 a
tti

tu
de

s, 
aw

ar
en

es
s, 

an
d 

ac
tio

ns
 o

f m
an

ag
em

en
t a

nd
 th

os
e 

ch
ar

ge
d 

w
ith

 g
ov

er
na

nc
e 

co
nc

er
ni

ng
 th

e 
en

tit
y’

s i
nt

er
na

l c
on

tro
l a

nd
 it

s i
m

po
rta

nc
e 

in
 th

e 
en

tit
y.

 T
he

 c
on

tro
l e

nv
iro

nm
en

t a
ls

o 
in

cl
ud

es
 th

e 
go

ve
rn

an
ce

 
an

d 
m

an
ag

em
en

t f
un

ct
io

ns
 a

nd
 se

ts
 th

e 
to

ne
 o

f a
n 

or
ga

ni
za

tio
n,

 in
flu

en
ci

ng
 th

e 
co

nt
ro

l c
on

sc
io

us
ne

ss
 o

f i
ts

 p
eo

pl
e.

 It
 is

 th
e 

fo
un

da
tio

n 
fo

r e
ffe

ct
iv

e 
in

te
rn

al
 c

on
tro

l, 
pr

ov
id

in
g 

di
sc

ip
lin

e 
an

d 
st

ru
ct

ur
e.

 

3.
 

Th
e 

co
nt

ro
l e

nv
iro

nm
en

t e
nc

om
pa

ss
es

 th
e 

fo
llo

w
in

g 
el

em
en

ts
: 

(a
) 

C
om

m
un

ic
at

io
n 

an
d 

en
fo

rc
em

en
t o

f i
nt

eg
ri

ty
 a

nd
 e

th
ic

al
 v

al
ue

s. 
Th

e 
ef

fe
ct

iv
en

es
s o

f c
on

tro
ls

 c
an

no
t r

is
e 

ab
ov

e 
th

e 
in

te
gr

ity
 a

nd
 e

th
ic

al
 v

al
ue

s o
f t

he
 p

eo
pl

e 
w

ho
 c

re
at

e,
 a

dm
in

is
te

r, 
an

d 
m

on
ito

r t
he

m
. I

nt
eg

rit
y 

an
d 

et
hi

ca
l v

al
ue

s a
re

 
es

se
nt

ia
l e

le
m

en
ts

 o
f t

he
 c

on
tro

l e
nv

iro
nm

en
t w

hi
ch

 in
flu

en
ce

 th
e 

ef
fe

ct
iv

en
es

s o
f t

he
 d

es
ig

n,
 a

dm
in

is
tra

tio
n,

 a
nd

 
m

on
ito

rin
g 

of
 o

th
er

 c
om

po
ne

nt
s o

f i
nt

er
na

l c
on

tro
l. 

In
te

gr
ity

 a
nd

 e
th

ic
al

 b
eh

av
io

r a
re

 th
e 

pr
od

uc
t o

f t
he

 e
nt

ity
’s

 e
th

ic
al

 
an

d 
be

ha
vi

or
al

 st
an

da
rd

s, 
ho

w
 th

ey
 a

re
 c

om
m

un
ic

at
ed

, a
nd

 h
ow

 th
ey

 a
re

 re
in

fo
rc

ed
 in

 p
ra

ct
ic

e.
 T

he
y 

in
cl

ud
e 

m
an

ag
em

en
t’s

 a
ct

io
ns

 to
 re

m
ov

e 
or

 re
du

ce
 in

ce
nt

iv
es

 a
nd

 te
m

pt
at

io
ns

 th
at

 m
ig

ht
 p

ro
m

pt
 p

er
so

nn
el

 to
 e

ng
ag

e 
in

 
di

sh
on

es
t, 

ill
eg

al
, o

r u
ne

th
ic

al
 a

ct
s. 

Th
ey

 a
ls

o 
in

cl
ud

e 
th

e 
co

m
m

un
ic

at
io

n 
of

 e
nt

ity
 v

al
ue

s a
nd

 b
eh

av
io

ra
l s

ta
nd

ar
ds

 to
 

pe
rs

on
ne

l t
hr

ou
gh

 p
ol

ic
y 

st
at

em
en

ts
 a

nd
 c

od
es

 o
f c

on
du

ct
 a

nd
 b

y 
ex

am
pl

e.
 

(b
) 

C
om

m
itm

en
t t

o 
co

m
pe

te
nc

e.
 C

om
pe

te
nc

e 
is

 th
e 

kn
ow

le
dg

e 
an

d 
sk

ill
s n

ec
es

sa
ry

 to
 a

cc
om

pl
is

h 
ta

sk
s t

ha
t d

ef
in

e 
th

e 
in

di
vi

du
al

’s
 jo

b.
 C

om
m

itm
en

t t
o 

co
m

pe
te

nc
e 

in
cl

ud
es

 m
an

ag
em

en
t’s

 c
on

si
de

ra
tio

n 
of

 th
e 

co
m

pe
te

nc
e 

le
ve

ls
 fo

r 

                        A
60

-
A

67
 

     

U
nl

es
s 

ot
he

rw
is

e 
no

te
d,

 d
el

et
io

ns
 

(n
ot

ed
 in

 h
ig

hl
ig

ht
) a

re
 to

 re
m

ov
e 

ov
er

la
p 

or
 d

up
lic

at
io

n 
th

at
 e

xi
st

s 
be

tw
ee

n 
th

e 
ap

pe
nd

ix
 

an
d 

th
e 

bo
dy

 o
f t

he
 IS

A
. 

                 U
nn

ec
es

sa
ry

 st
at

em
en

t. 
      Ed

uc
at

io
na

l i
n 

na
tu

re
 an

d 
ef

fe
ct

iv
el

y 
co

ve
re

d 
by

 se
co

nd
 se

nt
en

ce
. 
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Pa

ge
 5

0 
of

 5
6 

pa
rti

cu
la

r j
ob

s a
nd

 h
ow

 th
os

e 
le

ve
ls

 tr
an

sl
at

e 
in

to
 re

qu
is

ite
 sk

ill
s a

nd
 k

no
w

le
dg

e.
 

(c
) 

Pa
rt

ic
ip

at
io

n 
by

 th
os

e 
ch

ar
ge

d 
w

ith
 g

ov
er

na
nc

e.
 A

n 
en

tit
y’

s c
on

tro
l c

on
sc

io
us

ne
ss

 is
 in

flu
en

ce
d 

si
gn

ifi
ca

nt
ly

 b
y 

th
os

e 
ch

ar
ge

d 
w

ith
 g

ov
er

na
nc

e.
 A

ttr
ib

ut
es

 o
f t

ho
se

 c
ha

rg
ed

 w
ith

 g
ov

er
na

nc
e 

in
cl

ud
e 

in
de

pe
nd

en
ce

 fr
om

 m
an

ag
em

en
t, 

th
ei

r 
ex

pe
rie

nc
e 

an
d 

st
at

ur
e,

 th
e 

ex
te

nt
 o

f t
he

ir 
in

vo
lv

em
en

t a
nd

 sc
ru

tin
y 

of
 a

ct
iv

iti
es

, t
he

 a
pp

ro
pr

ia
te

ne
ss

 o
f t

he
ir 

ac
tio

ns
, 

th
e 

in
fo

rm
at

io
n 

th
ey

 re
ce

iv
e,

 th
e 

de
gr

ee
 to

 w
hi

ch
 d

iff
ic

ul
t q

ue
st

io
ns

 a
re

 ra
is

ed
 a

nd
 p

ur
su

ed
 w

ith
 m

an
ag

em
en

t, 
an

d 
th

ei
r 

in
te

ra
ct

io
n 

w
ith

 in
te

rn
al

 a
nd

 e
xt

er
na

l a
ud

ito
rs

. T
he

 im
po

rta
nc

e 
of

 re
sp

on
si

bi
lit

ie
s o

f t
ho

se
 c

ha
rg

ed
 w

ith
 g

ov
er

na
nc

e 
is

 
re

co
gn

iz
ed

 in
 c

od
es

 o
f p

ra
ct

ic
e 

an
d 

ot
he

r r
eg

ul
at

io
ns

 o
r g

ui
da

nc
e 

pr
od

uc
ed

 fo
r t

he
 b

en
ef

it 
of

 th
os

e 
ch

ar
ge

d 
w

ith
 

go
ve

rn
an

ce
. O

th
er

 re
sp

on
si

bi
lit

ie
s o

f t
ho

se
 c

ha
rg

ed
 w

ith
 g

ov
er

na
nc

e 
in

cl
ud

e 
ov

er
si

gh
t o

f t
he

 d
es

ig
n 

an
d 

ef
fe

ct
iv

e 
op

er
at

io
n 

of
 w

hi
st

le
 b

lo
w

er
 p

ro
ce

du
re

s a
nd

 th
e 

pr
oc

es
s f

or
 re

vi
ew

in
g 

th
e 

ef
fe

ct
iv

en
es

s o
f t

he
 e

nt
ity

’s
 in

te
rn

al
 c

on
tro

l. 
 

(d
) 

M
an

ag
em

en
t’s

 p
hi

lo
so

ph
y 

an
d 

op
er

at
in

g 
st

yl
e.

 M
an

ag
em

en
t’s

 p
hi

lo
so

ph
y 

an
d 

op
er

at
in

g 
st

yl
e 

en
co

m
pa

ss
 a

 b
ro

ad
 ra

ng
e 

of
 c

ha
ra

ct
er

is
tic

s. 
Su

ch
 c

ha
ra

ct
er

is
tic

s m
ay

 in
cl

ud
e 

th
e 

fo
llo

w
in

g:
 m

an
ag

em
en

t’s
 a

pp
ro

ac
h 

to
 ta

ki
ng

 a
nd

 m
on

ito
rin

g 
bu

si
ne

ss
 ri

sk
s;

 m
an

ag
em

en
t’s

 a
tti

tu
de

s a
nd

 a
ct

io
ns

 to
w

ar
d 

fin
an

ci
al

 re
po

rti
ng

 (c
on

se
rv

at
iv

e 
or

 a
gg

re
ss

iv
e 

se
le

ct
io

n 
fr

om
 a

va
ila

bl
e 

al
te

rn
at

iv
e 

ac
co

un
tin

g 
pr

in
ci

pl
es

, a
nd

 c
on

sc
ie

nt
io

us
ne

ss
 a

nd
 c

on
se

rv
at

is
m

 w
ith

 w
hi

ch
 a

cc
ou

nt
in

g 
es

tim
at

es
 a

re
 d

ev
el

op
ed

); 
an

d 
m

an
ag

em
en

t’s
 a

tti
tu

de
s t

ow
ar

d 
in

fo
rm

at
io

n 
pr

oc
es

si
ng

 a
nd

 a
cc

ou
nt

in
g 

fu
nc

tio
ns

 a
nd

 
pe

rs
on

ne
l. 

(e
) 

O
rg

an
iz

at
io

na
l s

tr
uc

tu
re

. A
n 

en
tit

y’
s o

rg
an

iz
at

io
na

l s
tru

ct
ur

e 
pr

ov
id

es
 th

e 
fr

am
ew

or
k 

w
ith

in
 w

hi
ch

 it
s a

ct
iv

iti
es

 fo
r 

ac
hi

ev
in

g 
en

tit
y-

w
id

e 
ob

je
ct

iv
es

 a
re

 p
la

nn
ed

, e
xe

cu
te

d,
 c

on
tro

lle
d,

 a
nd

 re
vi

ew
ed

. E
st

ab
lis

hi
ng

 a
 re

le
va

nt
 

or
ga

ni
za

tio
na

l s
tru

ct
ur

e 
in

cl
ud

es
 c

on
si

de
rin

g 
ke

y 
ar

ea
s o

f a
ut

ho
rit

y 
an

d 
re

sp
on

si
bi

lit
y 

an
d 

ap
pr

op
ria

te
 li

ne
s o

f 
re

po
rti

ng
. A

n 
en

tit
y 

de
ve

lo
ps

 a
n 

or
ga

ni
za

tio
na

l s
tru

ct
ur

e 
su

ite
d 

to
 it

s n
ee

ds
. T

he
 a

pp
ro

pr
ia

te
ne

ss
 o

f a
n 

en
tit

y’
s 

or
ga

ni
za

tio
na

l s
tru

ct
ur

e 
de

pe
nd

s, 
in

 p
ar

t, 
on

 it
s s

iz
e 

an
d 

th
e 

na
tu

re
 o

f i
ts

 a
ct

iv
iti

es
. 

(f
) 

As
si

gn
m

en
t o

f a
ut

ho
ri

ty
 a

nd
 re

sp
on

si
bi

lit
y.

 T
hi

s f
ac

to
r i

nc
lu

de
s h

ow
 a

ut
ho

rit
y 

an
d 

re
sp

on
si

bi
lit

y 
fo

r o
pe

ra
tin

g 
ac

tiv
iti

es
 

ar
e 

as
si

gn
ed

 a
nd

 h
ow

 re
po

rti
ng

 re
la

tio
ns

hi
ps

 a
nd

 a
ut

ho
riz

at
io

n 
hi

er
ar

ch
ie

s a
re

 e
st

ab
lis

he
d.

 It
 a

ls
o 

in
cl

ud
es

 p
ol

ic
ie

s 
re

la
tin

g 
to

 a
pp

ro
pr

ia
te

 b
us

in
es

s p
ra

ct
ic

es
, k

no
w

le
dg

e 
an

d 
ex

pe
rie

nc
e 

of
 k

ey
 p

er
so

nn
el

, a
nd

 re
so

ur
ce

s p
ro

vi
de

d 
fo

r 
ca

rr
yi

ng
 o

ut
 d

ut
ie

s. 
In

 a
dd

iti
on

, i
t i

nc
lu

de
s p

ol
ic

ie
s a

nd
 c

om
m

un
ic

at
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Pa

ge
 5

3 
of

 5
6 

au
to

m
at

ic
al

ly
 b

y 
pr

og
ra

m
m

ed
 p

ro
ce

du
re

s. 
R

ec
or

di
ng

 in
cl

ud
es

 id
en

tif
yi

ng
 a

nd
 c

ap
tu

rin
g 

th
e 

re
le

va
nt

 in
fo

rm
at

io
n 

fo
r 

tra
ns

ac
tio

ns
 o

r e
ve

nt
s. 

Pr
oc

es
si

ng
 in

cl
ud

es
 fu

nc
tio

ns
 su

ch
 a

s e
di

t a
nd

 v
al

id
at

io
n,

 c
al

cu
la

tio
n,

 m
ea

su
re

m
en

t, 
va

lu
at

io
n,

 
su

m
m

ar
iz

at
io

n,
 a

nd
 re

co
nc

ili
at

io
n,

 w
he

th
er

 p
er

fo
rm

ed
 b

y 
au

to
m

at
ed

 o
r m

an
ua

l p
ro

ce
du

re
s. 

R
ep

or
tin

g 
re

la
te

s t
o 

th
e 

pr
ep

ar
at

io
n 

of
 fi

na
nc

ia
l r

ep
or

ts
 a

s w
el

l a
s o

th
er

 in
fo

rm
at

io
n,

 in
 e

le
ct

ro
ni

c 
or

 p
rin

te
d 

fo
rm

at
, t

ha
t t

he
 e

nt
ity

 u
se

s i
n 

m
ea

su
rin

g 
an

d 
re

vi
ew

in
g 

th
e 

en
tit

y’
s f

in
an

ci
al

 p
er

fo
rm

an
ce

 a
nd

 in
 o

th
er

 fu
nc

tio
ns

. T
he

 q
ua

lit
y 

of
 sy

st
em

-g
en

er
at

ed
 in

fo
rm

at
io

n 
af

fe
ct

s 
m

an
ag

em
en

t’s
 a

bi
lit

y 
to

 m
ak

e 
ap

pr
op

ria
te

 d
ec

is
io

ns
 in

 m
an

ag
in

g 
an

d 
co

nt
ro

lli
ng

 th
e 

en
tit

y’
s a

ct
iv

iti
es

 a
nd

 to
 p

re
pa

re
 re

lia
bl

e 
fin

an
ci

al
 re

po
rts

. 

10
. 

A
cc

or
di

ng
ly

, a
n 

in
fo

rm
at

io
n 

sy
st

em
 e

nc
om

pa
ss

es
 m

et
ho

ds
 a

nd
 re

co
rd

s t
ha

t: 

• 
Id

en
tif

y 
an

d 
re

co
rd

 a
ll 

va
lid

 tr
an

sa
ct

io
ns

. 

• 
D

es
cr

ib
e 

on
 a

 ti
m

el
y 

ba
si

s t
he

 tr
an

sa
ct

io
ns

 in
 su

ffi
ci

en
t d

et
ai

l t
o 

pe
rm

it 
pr

op
er

 c
la

ss
ifi

ca
tio

n 
of

 tr
an

sa
ct

io
ns

 fo
r 

fin
an

ci
al

 re
po

rti
ng

. 

• 
M

ea
su

re
 th

e 
va

lu
e 

of
 tr

an
sa

ct
io

ns
 in

 a
 m

an
ne

r t
ha

t p
er

m
its

 re
co

rd
in

g 
th

ei
r p

ro
pe

r m
on

et
ar

y 
va

lu
e 

in
 th

e 
fin

an
ci

al
 

st
at

em
en

ts
. 

• 
D

et
er

m
in

e 
th

e 
tim

e 
pe

rio
d 

in
 w

hi
ch

 tr
an

sa
ct

io
ns

 o
cc

ur
re

d 
to

 p
er

m
it 

re
co

rd
in

g 
of

 tr
an

sa
ct

io
ns

 in
 th

e 
pr

op
er

 a
cc

ou
nt

in
g 

pe
rio

d.
 

• 
Pr

es
en

t p
ro

pe
rly

 th
e 

tra
ns

ac
tio

ns
 a

nd
 re

la
te

d 
di

sc
lo

su
re

s i
n 

th
e 

fin
an

ci
al

 st
at

em
en

ts
. 
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. 

C
om

m
un

ic
at

io
n 

in
vo

lv
es

 p
ro

vi
di

ng
 a

n 
un

de
rs

ta
nd

in
g 

of
 in

di
vi

du
al

 ro
le

s a
nd

 re
sp

on
si

bi
lit

ie
s p

er
ta

in
in

g 
to

 in
te

rn
al

 c
on

tro
l o

ve
r 

fin
an

ci
al

 re
po

rti
ng

. I
t i

nc
lu

de
s t

he
 e

xt
en

t t
o 

w
hi

ch
 p

er
so

nn
el

 u
nd

er
st

an
d 

ho
w

 th
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r a
ct

iv
iti

es
 in

 th
e 

fin
an

ci
al

 re
po

rti
ng

 
in

fo
rm

at
io

n 
sy

st
em

 re
la

te
 to

 th
e 

w
or

k 
of

 o
th

er
s a

nd
 th

e 
m

ea
ns

 o
f r

ep
or

tin
g 

ex
ce

pt
io

ns
 to

 a
n 

ap
pr

op
ria

te
 h

ig
he

r l
ev

el
 w

ith
in

 th
e 

en
tit

y.
 O

pe
n 

co
m

m
un

ic
at

io
n 

ch
an

ne
ls

 h
el

p 
en

su
re

 th
at

 e
xc

ep
tio

ns
 a

re
 re

po
rte

d 
an

d 
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te
d 

on
. 
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. 

C
om

m
un

ic
at

io
n 

ta
ke

s s
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h 
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s a

s p
ol

ic
y 

m
an

ua
ls

, a
cc

ou
nt

in
g 

an
d 
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po
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ng
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an
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nd

 m
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or
an
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. 
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om

m
un
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io
n 
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 c
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e 
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e 
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lly
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ra
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nd

 th
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h 
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e 
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tio
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f m
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ag
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en
t. 

A
pp
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io
n 

to
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m
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l E
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es
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io
n 

sy
st

em
s a

nd
 re
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d 
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ss
 p

ro
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es

 re
le

va
nt

 to
 fi
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ia
l r

ep
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tin
g 

in
 sm
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l e
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es
 a
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ke
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 b

e 
le
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th

an
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iti
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ut
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e 

is
 ju
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s s
ig
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nt
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e 
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m
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t m

ay
 n

ot
 n
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d 

ex
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iv

e 
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ns

 o
f a
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g 
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op
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g 
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s, 
or

 w
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te
n 
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 b
e 
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e 
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w
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. 

C
on

tro
l a

ct
iv

iti
es

 a
re

 th
e 

po
lic

ie
s a

nd
 p

ro
ce

du
re

s t
ha

t h
el

p 
en

su
re

 th
at

 m
an

ag
em

en
t d

ire
ct

iv
es

 a
re

 c
ar

rie
d 

ou
t, 

fo
r e

xa
m

pl
e,

 th
at

 
ne

ce
ss

ar
y 

ac
tio

ns
 a

re
 ta

ke
n 

to
 a

dd
re

ss
 ri

sk
s  

th
at

 th
re

at
en

 th
e 

ac
hi

ev
em

en
t o

f t
he

 e
nt

ity
’s

 o
bj

ec
tiv

es
. C

on
tro

l a
ct

iv
iti

es
, w

he
th

er
 

w
ith

in
 IT

 o
r m

an
ua

l s
ys

te
m

s, 
ha

ve
 v

ar
io

us
 o

bj
ec

tiv
es

 a
nd

 a
re

 a
pp

lie
d 

at
 v

ar
io

us
 o

rg
an

iz
at

io
na

l a
nd

 fu
nc

tio
na
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s. 

15
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G
en

er
al

ly
, c

on
tro

l a
ct

iv
iti

es
 th

at
 m

ay
 b

e 
re

le
va

nt
 to

 a
n 

au
di

t m
ay

 b
e 

ca
te

go
riz

ed
 a

s p
ol

ic
ie

s a
nd

 p
ro

ce
du

re
s t

ha
t p

er
ta

in
 to

 th
e 
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llo

w
in

g:
  

• 
Pe

rf
or

m
an

ce
 re

vi
ew

s. 
Th

es
e 

co
nt

ro
l a

ct
iv

iti
es

 in
cl

ud
e 

re
vi

ew
s a

nd
 a

na
ly

se
s o

f a
ct

ua
l p

er
fo

rm
an

ce
 v

er
su

s b
ud

ge
ts

, 
fo

re
ca

st
s, 

an
d 

pr
io

r p
er

io
d 

pe
rf

or
m

an
ce

; r
el

at
in

g 
di

ffe
re

nt
 se

ts
 o

f d
at

a 
– 

op
er

at
in

g 
or

 fi
na

nc
ia

l –
 to

 o
ne

 a
no

th
er

, t
og

et
he

r 
w

ith
 a

na
ly

se
s o

f t
he

 re
la

tio
ns

hi
ps

 a
nd

 in
ve

st
ig

at
iv

e 
an

d 
co

rr
ec

tiv
e 

ac
tio

ns
; c

om
pa

rin
g 

in
te

rn
al

 d
at

a 
w

ith
 e

xt
er

na
l 

so
ur

ce
s o

f i
nf

or
m

at
io

n;
 a

nd
 re

vi
ew

 o
f f

un
ct

io
na

l o
r a

ct
iv

ity
 p

er
fo

rm
an

ce
, s

uc
h 

as
 a

 b
an

k’
s c

on
su

m
er

 lo
an

 m
an

ag
er

’s
 

re
vi

ew
 o

f r
ep

or
ts

 b
y 

br
an

ch
, r

eg
io

n,
 a

nd
 lo

an
 ty

pe
 fo

r l
oa

n 
ap

pr
ov

al
s a

nd
 c

ol
le

ct
io

ns
. 

• 
In

fo
rm

at
io

n 
pr

oc
es

si
ng

. A
 v

ar
ie

ty
 o

f c
on

tro
ls

 a
re

 p
er

fo
rm

ed
 to

 c
he

ck
 a

cc
ur

ac
y,

 c
om

pl
et

en
es

s, 
an

d 
au

th
or

iz
at

io
n 

of
 

tra
ns

ac
tio

ns
. T

he
 tw

o 
br

oa
d 

gr
ou

pi
ng

s o
f i

nf
or

m
at

io
n 

sy
st

em
s c

on
tro

l a
ct

iv
iti

es
 a

re
 a

pp
lic

at
io

n 
co

nt
ro

ls
 a

nd
 g

en
er

al
 IT

-
co

nt
ro

ls
. A

pp
lic

at
io

n 
co

nt
ro

ls
 a

pp
ly

 to
 th

e 
pr

oc
es

si
ng

 o
f i

nd
iv

id
ua

l a
pp

lic
at

io
ns
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se
 c

on
tro

ls
 h

el
p 

en
su

re
 th

at
 

tra
ns

ac
tio

ns
 o

cc
ur

re
d,

 a
re

 a
ut

ho
riz

ed
, a

nd
 a

re
 c

om
pl

et
el

y 
an

d 
ac

cu
ra

te
ly

 re
co

rd
ed

 a
nd

 p
ro

ce
ss

ed
. E

xa
m

pl
es

 o
f 

ap
pl

ic
at

io
n 

co
nt

ro
ls

 in
cl

ud
e 

ch
ec

ki
ng

 th
e 

ar
ith

m
et

ic
al

 a
cc

ur
ac

y 
of

 re
co

rd
s, 

m
ai

nt
ai

ni
ng

 a
nd

 re
vi

ew
in

g 
ac

co
un

ts
 a

nd
 

tri
al

 b
al

an
ce

s, 
au

to
m

at
ed

 c
on

tro
ls

 su
ch

 a
s e

di
t c

he
ck

s o
f i

np
ut

 d
at

a 
an

d 
nu

m
er

ic
al

 se
qu

en
ce

 c
he

ck
s, 

an
d 

m
an

ua
l f

ol
lo

w
-

up
 o

f e
xc

ep
tio

n 
re

po
rts

. G
en

er
al

 IT
-c

on
tro

ls
 a

re
 p

ol
ic

es
 a

nd
 p

ro
ce

du
re

s t
ha

t r
el

at
e 

to
 m

an
y 

ap
pl

ic
at

io
ns

 a
nd

 su
pp

or
t t

he
 

ef
fe

ct
iv

e 
fu

nc
tio

ni
ng

 o
f a

pp
lic

at
io

n 
co

nt
ro

ls
 b

y 
he

lp
in

g 
to

 e
ns

ur
e 

th
e 

co
nt

in
ue

d 
pr

op
er

 o
pe

ra
tio

n 
of

 in
fo

rm
at

io
n 

sy
st

em
s. 

G
en

er
al

 IT
-c

on
tro

ls
 c

om
m

on
ly

 in
cl

ud
e 

co
nt

ro
ls

 o
ve

r d
at

a 
ce

nt
er

 a
nd

 n
et

w
or

k 
op

er
at

io
ns

; s
ys

te
m

 so
ftw

ar
e 

ac
qu

is
iti

on
, c

ha
ng

e 
an

d 
m

ai
nt

en
an

ce
; a

cc
es

s s
ec

ur
ity

; a
nd

 a
pp

lic
at

io
n 

sy
st

em
 a

cq
ui

si
tio

n,
 d

ev
el

op
m

en
t, 

an
d 

m
ai

nt
en

an
ce

. T
he

se
 c

on
tro

ls
 a

pp
ly

 to
 m

ai
nf

ra
m

e,
 m

in
ifr

am
e,

 a
nd

 e
nd

-u
se

r e
nv

iro
nm

en
ts

. E
xa

m
pl

es
 o

f s
uc

h 
ge

ne
ra

l I
T-

co
nt

ro
ls

 a
re

 p
ro

gr
am

 c
ha

ng
e 

co
nt

ro
ls

, c
on

tro
ls

 th
at

 re
st

ric
t a

cc
es

s t
o 

pr
og

ra
m

s o
r d

at
a,

 c
on

tro
ls

 o
ve

r t
he

 
im

pl
em

en
ta

tio
n 

of
 n

ew
 re

le
as

es
 o

f p
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ka
ge

d 
so

ftw
ar

e 
ap

pl
ic

at
io

ns
, a

nd
 c

on
tro

ls
 o

ve
r s

ys
te

m
 so

ftw
ar

e 
th

at
 re

st
ric

t 
ac

ce
ss

 to
 o

r m
on

ito
r t

he
 u

se
 o

f s
ys

te
m

 u
til

iti
es

 th
at

 c
ou

ld
 c

ha
ng

e 
fin

an
ci

al
 d

at
a 

or
 re

co
rd

s w
ith

ou
t l

ea
vi

ng
 a

n 
au

di
t t

ra
il.

 

• 
Ph
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al
 c

on
tro
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. T
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 a
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 e
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om

pa
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 th
e 

ph
ys

ic
al

 se
cu

rit
y 

of
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et

s, 
in

cl
ud
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g 
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 sa
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 su
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ci
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ve
r a
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ut
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m
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es
; a
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re
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